EMPLOYEES' RETIREMENT SYSTEM OF THE COUNTY OF MILWA UKEE

MINUTES OF THE AUGUST 15, 2007 PENSION BOARD MEETING

1. Call to Order

Chairman Dean Roepke called the meeting to ord@3@ta.m. in the Green
Room of the Marcus Center, 127 East State Streiétiadkee, Wisconsin 53202.

2. Roll Call

Members Present

Linda Bedford

Donald Cohen

John Martin (Vice Chairman)
Marilyn Mayr

Michael Ostermeyer

John Parish

Dr. Sarah Peck

Dr. Dean Roepke (Chairman)
Thomas Weber

Others Present

William Domina, Corporation Counsel

Mark Grady, Principal Assistant Corporation Counsel
Jack Hohrein, ERS Manager and Pension Board Segreta
David Arena, Director, Employee Benefits, DeparttrefrAdministrative Services
Vivian Aikin, ERS Administrative Specialist

Donald Campbell, ERS Project Manager

Gordon Mueller, ERS Fiscal Officer

Annette Olson, Benefits Coordinator

Dennis John, Milwaukee County IMSD

Debbrah Lewis, Milwaukee County IMSD

Wendy Kraly, Milwaukee County IMSD

Steven Huff, Reinhart Boerner Van Deuren s.c.

Leigh Riley, Foley & Lardner LLP

Chris Trebatoski, Weiss Berzowski Brady LLP

Terry Dennison, Mercer Investment Consulting

Kristin Finney-Cooke, Mercer Investment Consult{bg phone)
Adam Berger, AQR Capital Management

Ken Loeffel, Retiree

Cliff Van Beek, Retiree

Florence Ignarski, Retiree
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3. Chairman's Report

(a)

MWA1450143 5

John Martin — New Position

The Chairman reported that Mr. Martin had acceptedffer of
employment in the private sector and would be resgfrom the Board
effective after the September Board meeting. Thait@han wished

Mr. Martin well, commended his expertise and stdked he is invaluable.
Ms. Bedford agreed that the Board will miss Mr. ktéds experience.

Ms. Mayr asked about the timing of an electioniltdMr. Martin's position
and whether any election rules for vacant positepied. Mr. Van Beek
noted that the Board must maintain its staggened $tructure and conduct
an election to fill the balance of Mr. Martin'srter Ms. Mayr stated that
there should be a full complement of Board memhbsrsoon as possible.
Dr. Peck agreed that each Board position shouldydwe filled. The
Chairman stated that there could be a double eleatiwinter 2008.

Mr. Grady explained that there are no rules ortitheng of the election for
employee Board member vacancies, except for théresgent that the
position be filled in the same manner as it wagioally filled.

Mr. Ostermeyer asked about the possible cost oélédaion. Mr. Hohrein
responded that it should cost less than $1,00Q.Hdhrein stated that
Mr. Arena had suggested outsourcing the handlirtheBoard elections.
Ms. Mayr stated that the election should be heldeuathe coordination of
the Retirement Office. Ms. Mayr asked whether Mreffel could provide
REMCO volunteers to staff the election booths. Miohrein responded
that the people staffing the booths are traditilgraadid by the hour.

Mr. Ostermeyer stated that the Board should expluegossibility of
staffing the election with unpaid volunteers.

Ms. Mayr moved to hold the election now for the balnce of

Mr. Martin's Board term. Dr. Peck seconded the moion. The motion
failed 2-6-1, with Ms. Mayr and Dr. Peck voting infavor of the motion,
Mr. Parish, Mr. Weber, Mr. Cohen, Ms. Bedford, Mr. Ostermeyer and
Dr. Roepke dissenting and Mr. Martin abstaining.

The Board voted 7-1-1, with Ms. Mayr dissenting andMr. Martin
abstaining, to hold a double election in winter 208 for Mr. Parish's
Board seat and the remainder of Mr. Martin's term. Motion by
Mr. Cohen, seconded by Mr. Ostermeyer.



The Chairman indicated that he had asked Mr. Webke Mr. Martin's
position on the Vitech Implementation Oversight Quittee through
winter 2008 but that Mr. Weber had declined histation. The Chairman
asked if there was a volunteer to join the Viteciplementation Oversight
Committee. Mr. Parish volunteered at the meetingke Mr. Martin's
position. The Chairman thanked Mr. Parish for ntdering.

The Chairman asked Dr. Peck to become the Invest@mmmittee chair.
Dr. Roepke indicated that the Investment Committesar prepares the
Investment Committee meeting agenda. Dr. Peclkpaeddhe position of
Investment Committee chair.

4. Minutes of the July 18, 2007 Meeting

Ms. Mayr stated that she appreciated that the mgaite very detailed. She
suggested that Item 5(c) of the July minutes rétleat Vitech was the highest
priced vendor in the survey, but it was also tlghest rated vendor considered in
the survey. Ms. Mayr also suggested deleting tirage "without hesitation” from
Item 9. She also suggested clarifying Item 1Gthcate the Governor's pension
obligation bond proposal did not consider the Btzairtterests.

The Board reviewed and unanimously approved the munes of the July 18,
2007 Pension Board meeting with the changes on padgg& 9 and 10. Motion
by Mr. Martin, seconded by Mr. Weber.

Mr. Ostermayer stated that he would like to dragvdttention of the media to
Exhibit 1 of the July minutes, which contains stapailable to the County Board
to correct the buy in and buy back violations. ridéed that the Board merely
presented options available to the County Boarddahehot recommend any
specific course of action.

5. Report of Retirement System Manager

(a) Ratification of Retirements Granted

Mr. Hohrein presented the Retirements Granted tdpothe prior month's
retirements and asked the Board to review themndited that back DROP
payments in the amount of $1,154,038 had been mislde Mayr asked if
any of the members receiving back DROPs in ther pnionth participated
in either the buy in or buy back program. Mr. Hahrstated that he was
unsure whether any person receiving a back DRQIreiprior month
participated in either program. Ms. Mayr stateat $he finds it difficult to
approve anyone on the Retirements Granted repartpatticipated in the
buy in or buy back program. Mr. Hohrein askedigtissue could be laid
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over. Mr. Martin stated that he does not knowny@ne on the report has a
buy in or a buy back.

The Board discussed the process for approvingereéints. Mr. Martin
noted that everyone on the Retirements Grantedtrbpd already received
at least one check from the Retirement Office.. Ghady stated that the
Board must approve the retirements. Mr. Weber thguired about the
eligibility standards for retirement. Mr. Loeffieldicated that, due to the
retirement process, the Board must approve retmé&radter the fact. He
pointed out that Mr. Martin is on the County payrottil October 12, but
he is retiring now. He stated that the Board sthexiamine the process
used to approve retirements in advance. Mr. Grattgcted his earlier
statement that Board approval of retirements wasired and indicated
that he will look into whether the Board must ap@@ension payments.
Mr. Ostermeyer agreed that if the Board must appretirements, it should
do so in advance.

Mr. Grady pointed out that the Voluntary CorrectProgram filing lists
possible correction methods to rectify the varibmisrnal Revenue Code
issues, but does not include stopping retiremekis.Weber stated that the
buy in and buy back issues will not be resolvetinre to approve all
pending retirements. Mr. Huff suggested that tbar8 discuss buy in and
buy back procedures in closed session. The Chaimoted that the Board
had approved the VCP filing and that the Board didcuss the buy in and
buy back issues in the item 12 discussion to pvesie attorney-client
privilege and that the public will see the resoltshe vote in open session.
Ms. Mayr stated that the City of Milwaukee correctis overpayment issue
immediately and received an IRS ruling last yesine noted that it took
between three and five years to receive IRS approMae Chairman stated
he is not willing to take action not approved bg tRS. The Chairman
stated that if any of the members on the Retiresn@nainted report are on
the VCP lists, they will be subject to the correntprocess. Mr. Loeffel
asked about the buy in and buy back programs.Qdgtrermeyer explained
the differences between the buy in and buy bacgraros.

Ms. Mayr asked if any Board members received aryibwr buy back
credit and stated that if they have, she thinkg gi®uld recuse themselves
on buy in and buy back issues. The Chairman nib&tiho one made a
statement. Mr. Martin and Mr. Parish then botlestdhat they have no
buy in or buy back service credits.

The Board voted 8 — 1 to accept the Retirements Gnéed report, with
Ms. Mayr dissenting. Motion by Mr. Martin, seconded by
Ms. Bedford.



(b)

(€)

Report on Waivers

Mr. Hohrein reported that Nana Ama Akyea, Assist@nancial
Director/Aging; Mary Skwierawski, Assistant Budgetd Fiscal
Administrator/DAS; Gregory Gracz, Director of Lali®elations; and
Dennis John, Milwaukee County IMSD CIO had all sithed benefit
waivers. Mr. Huff reported that his law firm haglrewed each waiver and
determined that the waivers submitted used formsmenended by the
Board. He noted that his law firm prepared thad@gy-County transfer
form as a new model.

The Board unanimously agreed to accept the waivergesented.
Motion by Mr. Martin, seconded by Ms. Bedford.

Ms. Mayr noted that there were poorly drafted wesva the past,
including Sue Baldwin's waiver, and stated thatls#leeves it is a good
practice that waivers are prepared for the Boaridsiggal counsel.

Retired Pension Board Member Election Update

Mr. Hohrein reported that Retiree Pension Boardlwiaie Mr. Thompson
requested the addresses and telephone numbetcanhdidates.

Mr. Grady stated that this will be addressed dftermeeting as an open
records request.

The Board next discussed candidates' statementisgaetiree election.
Ms. Mayr stated that a candidate is only entite@ublish one 75-word
statement. Mr. Van Beek opined that revised statgsnwere allowed at
the previous election. Mr. Hohrein stated thateRL034 provides that the
Retirement Office administers the election and thatRetirement Office
has ruled that Rule 1034 permits only one statement

6. Investments

(@)
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Investment Manager Report — AQR

Mr. Berger distributed a report on the AQR U.S. $iBap Value Portfolio
and presented it to the Board on behalf of AQR @apManagement. He
reported that AQR is growing, especially in theemfational area. He
stated that AQR's small cap value fund is closetkte investors.

Mr. Berger noted that AQR purchases stocks thatiadervalued and have
positive momentum, and sells stocks it deems ouaedaand that have
deteriorating momentum.
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Mr. Berger next discussed AQR's quantitative apgntda investing. He
reviewed the factors AQR uses in predicting a ssopkrformance in
addition to value and momentum. These includeiegsmuality, investor
sentiment, sustainable growth and management gignaHe stated that
momentum relates to investment behavior over time.noted that there
are various ways to measure each factor. AQRasllgata on every stock
in the universe and scores each investment dedéyindicated that AQR
only invests in the stocks that have the best rgsnand growth prospects.
He reported that AQR believes in broad diversifaratnd taking many
small positions. He also stated that AQR staysiglised to its system and
remains objective, all while focusing on trade exen.

The Chairman asked Mr. Berger how the investmemtgas applies to
ERS. Mr. Berger presented a comparison of the ositipn of the ERS
portfolio to the Russell 2000 Value benchmark. ndeed that the ERS
portfolio has a lower P/E ratio than the Russel®@¥alue. Mr. Berger
next discussed the ERS portfolio's performance.adiésed that AQR has
only been retained by ERS for seven months, whi@hvery short period
for assessing performance. Mr. Berger statedhiad confident that
AQR's investment process will produce results dhrerlong term in both
the U.S. and global markets. He noted that th&ketas currently very
turbulent. He explained that the current markeidaons are due to the
short-term pressure in the market to cover subpimwestments by raising
cash. He further explained that cash is beingdalg/ selling stocks
investors like and buying the stocks investors t&abor did not like
because those investments raised the most casth i@ investors needed
to cover their subprime investments. Mr. Bergscdssed that over the
long term, value is still an attractive stratedye further explained that the
value of a stock changes over time and that vatleks become "more on
sale" as prices go down.

Mr. Berger responded to various questions fronBbard regarding
current market conditions and factors. Dr. Peddedsvhether someone
looks at all the stocks AQR invests in. Mr. Bergaswered that AQR
focuses on what it can quantify by sticking to ithestment process and
disregarding what AQR considers "noise.”" The Ghair asked if AQR
invests in mid-cap stocks within the small cap fodid. Mr. Berger
answered no, but stated that AQR looks at whetteestock fits the
portfolio because stocks shift back and forth basecharket capitalization.
Mr. Berger responded to Dr. Peck's question of dreAQR uses a market
cap when it chooses which stocks it invests inibgubsing AQR's
investment approach. In response to a question Do Peck regarding
the need for imperfectly correlated sources ofrreta generate consistent
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performance, Mr. Berger discussed what happenms/gstment
performance when sources of return correlate meregtly. Ms. Bedford
asked how AQR builds its portfolio. Mr. Bergertsththat each stock is
assigned its own weight.

Ms. Bedford asked whether anyone on the Boardvedea letter from
AQR. She stated that she read an article infale Street Journal about a
letter that AQR's founder, Clifford S. Asness, lsadt to investors.

Mr. Martin indicated that the Board had receivedhsa letter.

The Board excused Mr. Berger from the meeting.

Mercer Report

Mr. Dennison and Ms. Finney-Cooke presented Mdroerstment
Consulting's report to the Board. Mr. Ostermeyatesl that Mercer's
second quarter book is a very important documettiaat the Board would
like to have it reviewed again at the next meeting.

Mr. Dennison reviewed market information for the@ed quarter of 2007.
He stated that the securities market reboundeukeiiseécond quarter, but the
real economy did not do as well due to labor slyagahigh energy prices,
high mortgage rates, a housing slump and subpriorggage defaults. He
noted that the subprime mortgage situation is sgrmore as a trigger than
the main event in the U.S. He reported that saigmortgages are having
a worse impact in Europe, pointing out that a Gerimank failed due to its
subprime mortgage exposure. He stated that ther&efdinds rate, which
is the rate at which banks lend between themselwsst at 5.25%, but real
transactions recently opened at 6%. He noteddkatveek, the Federal
Reserve Bank of New York was buying mortgage bdadelp avoid a
credit crunch.

Mr. Dennison also noted that there is a growingraiés$ of collateral in the
market. He reported that highly rated intermeduated funds' value can
decrease, even if the underlying bonds are of Edatredit quality,
because investors do not want to buy the bonds.Diinnison answered
Ms. Bedford's question by agreeing that the aveEagepean buys his or
her home differently than the average American.

Mr. Dennison next discussed ERS's performancenqgtarter. In
response to a question regarding how well ERSrif®pring versus its
benchmark, he replied that ERS is in the 90th pdilee Mr. Dennison
reviewed the risk versus return comparisons andateld that ERS could
increase its risk exposure. He reported that Ef&Salchieved a greater
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return by using investment managers when compar#dtetmarket index.
He reviewed that ERS currently has 37% of its fungssted in fixed
income, which is at the high end. He noted thahsan allocation limits
returns in an up market but makes a differencedoven market, such as
this third quarter. Mr. Grady noted that the irtwesnt allocation is set
partially by the maturity of the fund. Mr. Dennisaext reviewed the risk-
return comparisons for the U.S. fixed combined arse. He indicated that
ERS was at the top end and that ERS was doingrelative to its
objectives.

Mr. Dennison next reviewed the performance of thestment managers.
He stated that Hotchkis & Wiley was beating itsdlenark, but Mercer is
monitoring its performance. He noted that Artisaperforming very well
and is exceeding its benchmark. He reviewed thi®meance of
EARNEST Partners, noting that it made a strong dxaok for the second
guarter. He also indicated that Reinhart Partiecs,beat its benchmark.
Mr. Dennison reported that Westfield Capital Mamagat continued to
struggle and performed below its benchmark. HeadskWestfield should
be on a future Board agenda. The Chairman answieatdlVestfield
should be placed on the agenda. Mr. Dennisonabelicthat AQR was
initially struggling in its performance. He alsotad that while Capital
Guardian has some issues, it beat its benchmark.

Mr. Dennison next reviewed the international sroa performance. He
noted that Capital Guardian experienced positingrms, but was taking
less risk. He reported on the core fixed incoméopmance. He noted that
Mellon and JPMorgan performed like index funds, levshioomis was
performing very well. Mr. Dennison next reviewée thigh yield fixed
income performance. Dr. Peck asked a questiondegpthe U-shaped
yield curve. Mr. Dennison answered that short-teatas are rising due to
the credit crunch, while long-term rates are ridoegause the solution to
the slowdown in the economy will be inflationamyle further noted that it
is always inflationary to fight a slowdown in theomomy.

The Chairman stated that as a mature fund, theregative external cash
flow for ERS's benefit payments. He asked Mr. Dgomto address the
proper allocation to high yield fixed income. NDrennison stated that high
yield fixed income makes sense strategically olwerdng term, although
there may be some periods of lower returns or prablwith such an
allocation. Ms. Mayr stated that there is an itwvest policy with
allocation ranges and that ERS has been out qidhey range.

Mr. Ostermeyer requested that the quarterly perdmice report show the
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applicable benchmarks, similar to the way theysli@wvn in the monthly
Flash Report.

Ms. Finney-Cooke presented the Flash Report for2007. She noted
that ERS had an aggregate market value of just&vé?2 billion at the end
of July. She indicated that ERS's aggregate madktae declined by 1.6%
in July, which matched the Reference Index.

Ms. Finney-Cooke reported that Hotchkis & Wileyfoeemed worst in
July, while Artisan, EARNEST, and Westfield were three best
performers in July. She noted that the overalitgquarkets were down in
July. She stated that Boston Partners and Artisae both ahead of their
benchmarks, while Hotchkis & Wiley was down 8.9%July. She
reported that Earnest was ahead of its benchmatkdéoyear to date. She
indicated that Reinhart Partners, Inc. has dong well since its inception
and is almost 100 basis points ahead of its bendhmdile AQR is
slightly trailing its benchmark. She stated tlegt international equity
market was performing at its expected level andtti@Board is replacing
Capital Guardian. She also noted that the fixednme market was fairly
stable.

Investment Committee Report

0] ING REITs — Move from U.S. to Global

Mr. Martin reviewed the August 2, 2007 Investmept@nittee
meeting minutes. He stated that Mellon gave agmtesion on
securities lending. He reported that the Investriammittee
agreed to make a recommendation to the full Baarddve from
domestic to global REITs with ING. He also repdrteat the
committee discussed rebalancing the portfolio alieglercentages
after the July returns were reviewed. Ms. Mayreaskhen the
percentages would be rebalanced. She stated sheeéa asking for
rebalancing for over one year.

Ms. Finney-Cooke discussed switching from domestiglobal
REITs. She stated that Mercer's view is that taeeebetter
opportunities with global than only domestic REIT3he noted that
the Investment Committee examined nine differeabgl REIT
managers. She stated that the Investment Commiigewed its
search to look over five managers over a periati@hext year or
so. She reported that the Investment Committeesmnmendation
is to move to ING now because it is seamless asglmaw. She
also stated that global REITS include investmamthée U.S. She
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(ii)

discussed creating a research book on the othegfobal REIT
investment managers and that the Board could treke a
determination on the ultimate decision. She ndtedall five
candidates are rated A or B+ by Mercer. Ms. Maatesl that the
Board should be cautious and go slow in selectingdditional
REIT manager because ERS may have too many managers
Ms. Mayr also stated that she sees no reason tg tauanother
manager other than ING.

The Board unanimously agreed to transition ERS's imestment
in REITs from domestic to global REITs with ING. Motion by
Ms. Bedford, seconded by Ms. Mayr.

Rebalancing Fixed Income

Ms. Finney-Cooke stated that rebalancing fixed imeavas
discussed at the August 2, 2007 Investment Comanitieeting.
She reported that Mercer presented a memoranduhreaubject to
the Investment Committee. She noted that undeviagywas
addressed twice in 2006. She stated that $5 milias switched
from high yield to core fixed income and that theaBd directed
Mercer when this occurred too slowly. She noted $66 million
was transferred from large cap growth to the cixedfincome
portfolio, half coming from Mellon and half from Bton Partners.
She stated that now ERS needs to move more fuads fr
international equity to core fixed income agaireathe July
correction to the equity markets. Ms. Finney-Com@mmended
transferring $39 million to fixed income, $20 mili coming from
GMO and $19 million coming from Mellon S&P. Sheal
suggested to increase the high yield percentaggran .5%.

The Chairman suggested that the Investment Conengtdew
Mercer's recommendations and then advise the Bddsd Mayr
stated that it appears to her that the Board wait$ong to correct
imbalances to see how the markets are doing. Meel-Cooke
responded by saying that the July investment ezpee made a
$20 million difference in the amount of money recoemded to be
moved. Mr. Martin stated that in light of the dission at the July
Investment Committee meeting, the Investment Cotemis ready
to accept the recommendation of Mercer now.

The Board unanimously agreed to have Mercer transfethe
$39 million as directed. Motion by Mr. Martin, semnded by
Ms. Mayr.
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Ms. Finney-Cooke stated that she will prepare ligtter
Mr. Hohrein to sign.

7. Implementation of New Technology Software

(@) Overview of Vitech Project

Mr. Campbell presented and distributed a PowerRwedentation entitled
"Milwaukee County Pension Management Informatiost&y Migration
Solution Overview." Mr. Arena introduced three Wdlukee County IMSD
employees, the new director Dennis John, Debbrahd and Wendy
Kraly. Mr. Arena also introduced Annette Olson,ondupports

Mr. Campbell and Mr. Hohrein.

Mr. Campbell presented and distributed the V3 St&eport. He stated
that Mr. Rodriguez was leaving Vitech. He repotteat he was meeting
with Vitech to discuss Mr. Rodriguez's replacemsamd the new timetable
for the V3 project. Mr. Campbell next discusseel shides in the
PowerPoint presentation. He noted that Genesysawasitdated
technology. Mr. Campbell provided many exampleba# the Genesys
technology is outdated. He reported that dataaddgd in the wrong
fields, resulting in a need for data cleansing.

Mr. Campbell stated that V3 is a hosted solutioniclv means V3 is run by
highly secure servers in New York. He reported wizen Ceridian goes
live by the end of 2007, ERS will need to keep Ggesaunning to process
benefit payments. He stated that when V3 goes,liveth Ceridian and
Vitech will be hosted systems.

(b) Rule 301 Amendment

The Chairman indicated that this item was placetheragenda because it
was thought that the Vitech system's capabilitiesld/ require amending
Rule 301, but after further review with Vitechhas been determined that
amending Rule 301 is unnecessary.

8. Vitech Implementation Oversight Committee Report

Mr. Martin stated that a report from Mr. Campbe#isaconsidered in depth by the
committee. He noted that most committee membg@resent Milwaukee County
IMSD. He reported that Mr. Campbell presents arsany to the committee.

MW\1450143 5 11
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Report on Task Force on Pension Funding

Mr. Cohen reported that there was no meeting tloistin In response to a
question from Ms. Mayr, Mr. Loeffel indicated threntative date of the next
meeting. The Chairman asked Mr. Hohrein to proad®nfirmed meeting date
to Ms. Mayr when known.

Report on Audit Committee

Mr. Parish, the chair of the Audit Committee, rapdron the August Audit
Committee meeting. He stated that the Mellon aiatdrRFP had been given to
the Board's legal counsel for completion and th& ERployee handbook was
forwarded to the Board's legal counsel for reviews. Mayr asked how much it
will cost to finish the custodial service RFP. Theairman stated that he does not
view the project as very extensive. Mr. Huff rapdrthat he does not yet have all
the necessary information to evaluate the scopleeoRFP.

Mr. Parish reported that at the meeting, the AGdimmittee reviewed a
memorandum from Mr. Hohrein suggesting that maeriagd birth certificates be
required as part of the pension application pracé4s Parish also noted that

Mr. Hohrein also suggested in his memorandum ti@Board could consider
other options to substitute if no birth certificabasts or it is unavailable.

Mr. Parish reported that the Audit Committee reca@nded that the Board create
a Rule requiring specific documentation when apgior benefits.

The Board unanimously agreed to adopt the recommeradion of the Audit
Committee to adopt a Rule to make marriage and bitt certificates part of
the benefits application process. Motion by Mr. Matin, seconded by

Mr. Weber.

Mr. Parish next discussed the options for operatiandits, which included the
continuing Internal Revenue Code compliance aadiPA firm benefit payment
audit and an early 1990s buy in audit. Ms. Maykedswhen the Internal Revenue
Code compliance issues will be resolved. The @teirresponded by saying that
the Board's legal counsel hopes to complete itewnewof the Internal Revenue
Code compliance issues by spring 2008. Mr. Hudfdated that more buy ins and
buy backs are being reviewed and that his firnevsewing other sections of the
Ordinances for compliance with the Internal ReveGoee.

Ms. Mayr stated that benefit payments are alreadyted by the CPA firm,
Virchow Krause. The Chairman asked Mr. Muelledéscribe the current benefit
payment audit procedures for ERS. Mr. Muellerestahat Virchow Krause
selects 30 files every year to calculate benefibams and compare its
calculations to the actual benefits being paidicMdw Krause has audited 150
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members' benefit payments over the past 5 yearsMMeller indicated that the
largest underpayment discovered on audit was $88Qte largest overpayment
was $240. Ms. Mayr asked if the $240 overpaymeat recovered. Mr. Mueller
stated that it was recovered. In response to Ms/rig question regarding the
existence of Internal Revenue Code errors, Mr. Muskated that there were no
Internal Revenue Code errors discovered durindpémefit payment audits.

Mr. Mueller answered Ms. Mayr's follow-up questionreporting that the audits
do not check for Internal Revenue Code errorsrédaher the errors are generally
mathematical or oversight errors. Ms. Mayr aldcedsf the auditor checks for
compliance with ERS Ordinances and Rules. Mr. Mu@nswered by saying the
auditor checks for compliance with County Ordinandaring the benefit payment
audits. Ms. Mayr questioned whether the audithefl50 benefit payments have
been checked against the list of buy ins and bk bmlations. Mr. Mueller
responded that they had not been checked agaesidiations list.

The Chairman reported that those in attendandeeadtdit Committee meeting
were concerned about using Virchow Krause, whichesCounty's auditor,
because of a potential appearance of a conflicttefest. He also suggested that a
more comprehensive analysis could expose even immrenation than the annual
Virchow Krause audit. Ms. Mayr noted that an awuaity be appropriate. She
proposed that the Board turn the matter to theridishttorney and ask for a John
Doe investigation. Mr. Ostermeyer indicated tiné subject will be addressed in
Item 12 on the agenda and can be addressed dhangdrtion of the meeting.
Ms. Mayr stated that because the discussion of 1i2nvill occur partly in closed
session, the pubic will not hear the entire disiussDr. Peck and

Mr. Ostermeyer both stated that it will be discualsseopen session for the public
to hear after the closed session portions, sudiigegion issues, have been
discussed. The Chairman noted that the Board requgserve the attorney-
client privilege it has with counsel in litigation.

Mr. Ostermeyer stated that Mr. Mueller must stitbyade a written report on the
conference he attended.

Legal Update

(@) Closed Session

The Vice-Chairman stated that the Board may adjoumclosed session
for the purpose of receiving oral or written advicem legal counsel
concerning strategy to be adopted with respecetalipg or possible
litigation and for considering the financial, mealicsocial or personal
histories or disciplinary data of specific persarsch, if discussed in
public, would be likely to have a substantial adeeeffect upon the
reputation of any person referred to in such hissoor data.

MW\1450143 5 13



(b)

The Board voted 8-1 by roll call vote, with Ms. May dissenting, to
enter into closed session to discuss items 11-Motion by Mr. Martin,
seconded by Mr. Parish.

Pending Litigation

The Board discussed pending litigation in closestiea.

M Milwaukee County et al. v. Mercer Human Resourcesiiting

(i)  Hansonv. ERS

(i)  ENHP v. County and ERS WERC Complaint

12. Report on Compliance Review

(@)

(b)
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Possible Audit Recommendations

Upon returning to open session, the board voted 80, with Ms. Mayr
abstaining, to adopt two motions attached to thesminutes as
Exhibits 1 and 2. Motion by Mr. Ostermeyer, seconed by Mr. Cohen.

The Chairman discussed a press release, whictaghat to these minutes
as Exhibit 3, and noted that the press releaséeiag given to the
Milwaukee Journal Sentinel.

Mr. Martin was excused from the meeting.

Ms. Mayr asked why the Board has to wait for th8 B take corrective
action with respect to the buy in and buy backeassurhe Chairman
responded that he and Mr. Domina have gone to tgegths to explain the
need to wait for the IRS's approval. Dr. Peckestdhat the Board is
waiting for the IRS to indicate how ERS should @ed in correcting the
Internal Revenue Code violations to protect theetgampt status of ERS
for the benefit of the taxpayers.

Ongoing Procedures

In open session, Mr. Huff discussed proceduretimliowed by the
Retirement Office for processing all future buy keand all in-process buy
ins that do not involve 457 plan payments. TherB@éso decided to
discuss in-process buy ins that involve 457 plamEnts.

The Board voted 7-0-1, with Ms. Mayr abstaining, tcenter into closed
session to discuss the ongoing procedures.
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Upon returning to open session, Mr. Huff stated tha Retirement Office
must not accept any 457 plan payments.

The Board unanimously adopted the procedures as psented for
processing all future buy backs, for in-process buyns where 457 plan
payments have been received and for in-process bins without 457
plan payments. Motion by Dr. Peck, seconded by Mi\Weber.

13. Appeal of Jackie Wigley — ADR Earnings

Jackie Wigley's appeal was laid over until the BsaBeptember 2007 meeting.

14. Disability Applications or Reexaminations

(@) Shirley Nash

The Chairman discussed in open session that Dmé&ahd not previously
find Ms. Nash disabled. However, the Board hadiptesly allowed an
exception for good cause to allow her to reapplhaaifferent basis within
12 months. The Chairman reviewed Dr. Bonner'sntepo

The Board unanimously agreed to enter into closedession to discuss
Ms. Nash's medical information. Motion by Ms. Mayr, seconded by
Mr. Ostermeyer.

Upon returning to open session, the Board unanimolsapproved

Ms. Nash's application for an ordinary disability pension based on the
recommendation of the Medical Board. Motion by MsBedford,
seconded by Mr. Parish.

15. ERS Proposed Ordinance Amendments

In open session, Mr. Huff reported on proposed BRSOBRA Ordinance
amendments. The Board agreed to delete three ggdgOrdinance amendments
that relate to buy ins and buy backs from the pgeld proposed Ordinance
amendments sent to the County Board.

The Board unanimously approved the Chairman sendinghe Ordinance
amendments, as revised consistent with the discussinoted above, to the
County Board Chairman. Motion by Mr. Weber, seconad by Ms. Bedford.

16. Continuing Education/Board Retreats/Trainind Bnofessional Organizations

(@) JPMorgan Asset Management Conference

The Chairman stated that attendance at the JPMaadrrence was
preapproved for any Board member. He also remitldedoard that no
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(b)

one should golf at the expense of JPMorgan or a@segjthing of value
from JPMorgan.

CAPPP — Anaheim, CA

The Chairman discussed the International Foundatidtmployee Benefit
Plans' Certificate of Achievement in Public Planié3oin Employee Health
and in Employee Pensions program. The Chairmaadsthat the two-day
program runs from November 3-4, 2007, which is dags before the
International Foundation's annual conference, ameld at the same
location as the annual conference, in Anaheim f@aia. The Chairman
noted that he is a graduate of the CAPPP prograhharstrongly
encouraged all Board members to attend.

The Board unanimously approved the attendance of Bad members at
the CAPPP program. Motion by Ms. Bedford, seconde@y Dr. Peck.

17. Adjournment
The meeting adjourned at 3:35 p.m.

Submitted by Steven D. Huff,
Assistant Secretary to the Pension Board

MWA1450143 5
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EXHIBIT 1

RESOLUTIONS ADOPTED BY THE PENSION BOARD OF THE
EMPLOYEES' RETIREMENT SYSTEM OF THE COUNTY OF MILWUKEE

RECITALS

1. The Pension Board of the Employees' Retirer8gatem of the County of
Milwaukee (the "Pension Board") has authority over general administration and
operation of the Employees' Retirement Systemef{bunty of Milwaukee ("ERS")
pursuant to Section 201.24(8.1) of the Generaltamtes of Milwaukee County (the
"Ordinances").

2. The Pension Board has learned that issuesdraen with respect to the day-
to-day administration of ERS and that errors in estration may have occurred in the past.

3. The Pension Board would like to conduct certaiiews and audits of ERS to
thoroughly investigate potential operational issaled determine appropriate corrective
action plans.

RESOLUTIONS

1. The Pension Board authorizes the Retirement@félong with Pension
Board members or committees and legal counsep@®priate, to continue to review and
audit operational issues that may be brought t@attemtion of the Pension Board and/or
filed for correction with the Internal Revenue Seev

2. The Pension Board authorizes an outside sepvmader to perform a
sampling audit of pension benefit payments.

3. The ad hoc committee today authorized by thesiBarBoard shall select a
service provider to conduct the sampling auditrrefto in Iltem 2 above.

4. These resolutions are adopted effective Augbs2Q07.
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EXHIBIT 2

RESOLUTIONS ADOPTED BY THE PENSION BOARD OF THE
EMPLOYEES' RETIREMENT SYSTEM OF THE COUNTY OF MILWUKEE

RECITALS

1. The Pension Board of the Employees' Retirer8gatem of the County of
Milwaukee (the "Pension Board") has authority over general administration and
operation of the Employees' Retirement Systemef{bunty of Milwaukee ("ERS")
pursuant to Section 201.24(8.1) of the Generaltamtes of Milwaukee County (the
"Ordinances").

2. The Pension Board has learned that issuesdraen with respect to benefit
payments from ERS and that errors in administrat@wve occurred.

3. The Pension Board would like to appoint a cotterito retain an independent
person or entity to conduct an independent revielBRS's benefit payments and to
investigate issues and concerns regarding ERS&itsemncluding (without limitation) to
analyze and review the establishment of the bypragram by the Retirement Office in the
early 1990s.

RESOLUTIONS

1. The Pension Board authorizes the formation aichmoc committee to
identify and qualify candidates to conduct an irefegent review of ERS's benefit payments
and to investigate issues and concerns regardirgjsEienefit practices, including (without
limitation) to analyze and review the establishmarthe buy in program by the Retirement
Office in the early 1990s.

2. The Pension Board authorizes the committeeléztsand retain an
appropriate person or entity to conduct the inddpahreview and investigation.

3. Thead hoc committee is authorized to discuss its review iandstigation
with and, if appropriate in the committee's viewcboperate with the consistent efforts of
the County Executive and/or the County Board ofe®uigors; provided that the expenses of
the independent review here directed are shareithbbu

4. These resolutions are adopted effective Augybis2007.
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EXHIBIT 3

AUGUST 15, 2007
EMPLOYEES' RETIREMENT SYSTEM
OF THE COUNTY OF MILWAUKEE

On June 29, 2007, the Employees' Retirement Systene County of
Milwaukee ("ERS") submitted a Voluntary CorrectiBrogram ("VCP") application
under the Employee Plans Compliance Resolutiore8y$tEPCRS") of the Internal
Revenue Service ("IRS"). The initial VCP applicatwas submitted to correct
violations discovered during a review of the Retiemt Office's administration of the
"buy in" and "buy back" programs during the past2@ars. (The buy back program
allows an individual who returns to County employr repurchase prior service credit
after receiving a distribution from ERS that rer@ed the prior service credit; the buy
in program allows an individual who could have apiteto ERS, but did not do so, to
purchase service credit for time worked as an optiemployee, such as a seasonal
worker.) On August 9, 2007, ERS submitted a supplgal VCP application to address
other violations discovered since the initial VQiplcation.

Current information indicates that 96 of the 104 back applications processed
by the Retirement Office contained one or moreatiohs of County Ordinances. In
addition, 117 of the 369 buy in applications preeesby the Retirement Office contained
violations of County Ordinances or ERS Rules.

Having filed an application under VCP, ERS now dsv&#RS action approving

one of the suggested remedial courses of actidwe. IRS's practice in processing VCP
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applications uniformly indicates that months widgse before the IRS provides formal
and final directives on how ERS should correctdhrers described in the VCP
submission. Once the IRS provides its guidanck mispect to the filing and the errors
described in it, ERS will take appropriate action.

Meanwhile, the Pension Board will continue its efto review and to address
various benefit payment issues. As indicated eyRBbsolutions passed at the Board's
meeting on August 15, 2007, these efforts willuie an actuarial review of benefit
payment calculations as well as an independengwewst benefit program and payment

practices.

MW\1450143 5 20



